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US efforts to build up Japanese trade are having favorable results in
Southeant Asien countries (psge B). However, durinp June, textile produc-
tioa in Japan larged imposing & serious doterrent to the efforts to increasa
foreipn trede (page 4)s Hodlfication rather than revocation of tho SCAP
supgested lmbor restrictions appears likely (puge a). :

Failurs of the Republic of Korea to implement a fall rice collection
program vill fmporil the affeotivenses of US economic aid and threaten the
long term stabillty of the Ropublic (page 8). The announced withdrawsl of
Soviet oooupation fyom North Korea can be of great propagands sipnificance
in the Portheoming meeting of the UNGA (page 5)e

Military preparations for the antloipated Communist of fensive were
high lighted this woek by "recomaissance in foree" of the government
dofenses along the Peiping-blukden reilvay (page 7). The Governnent®s
posi tion in Manchuria sontinues to worsen with the Nukden food problem
prowing more .oritieal (page 7)e Red disruption of $he - Chinhsien~Tangehan
rail line poses & serioud, coal problem for China industry (page 8). The
aconbmic atatus of the Goyernment continues fairly stable, but is believed
to bé only temporary (pagé 9)e

The assassination in Burma of Tn Tut may foreshadow further Alffi=
cultios (pnge 10}e ; :

Attrition of French troop atrength in Inddohina has greatly reduoced
French capabidities (page i1). '
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SECTION IX. DBVELOPURNTS IN SPECIFIED AREAS

OENERAL
Chinese ox~Premisy Chanz Chun completes visit to Japan Rgw

In his first public utberance after returning from Japan, Chang Chun
statad thats (1) for Japan alane to be the “workshop™ of the Orient is
unacoeptable sinos it needs cooperation from its neighbora; (2) Japan®s
state of democratisation iz unsatisfaoctory and, even though Japan has
complied vith SCAP directives it "needs a new attitudes® (5) China hae
presented SCAP with a list of several hundred war oriminals wanted for
trisl; (4) China fovore an early peace., These remarks give the impression
of being tailored to fit the preponderant Chinese publie opinion regard-

ing Japan.

Japanese press reaotlion to Chang's visit, while recalling the history
of Japaneso aggression in China and the latter's present attitude, was one
of naively hoping that Chang would somehow effeot a miraculous roconcilia-
tion between the two countries.

Chang®s visit may have explored the pozsibility of an early peace
treaty but it is unlikely that China could eeriously expect to play the
tro-botweon" for adjusting the divergent views of the US-USSR-on the sub-
jeot. It is more likely that the trip was motivated by (a) & desire to
disoover &« modus operandi, particularly economio, between China and Japan
pending & peace treaty, (b) and possibly to ascertain MNacArthur's attitude
towards additional aid for China partioularly in the light of the ocoming
US eleoction. :

Jap trade prospects favorable im Sism and FIC but weaker in Philippines AR

US efforts to revive Japanese foreipgn trade with other Far Eastern
countries contimue to bear frult, Japan and Siam are sald to have con-
cluded a $68,000,000 trade agreement whereby Japen will export to Siam
rolling stock and steel plus some cotton textiles and consumer goods in
return for rice and sizeable quantities of salt, cooonut oil, tin ore,
copra oake, rubber and other raw materials for indusirial purposes. This
is the firet comprehensive bllateral trade agreerent between Japan and
Siam sinoo the ware ’

US Consul Saipon reports an increase in actual or anticipated trade
betwoen Japan and FIC. Indioations of this are the sale by FIC of 6,000
tons of corn and 26,600 metric tons of anthracite coal to Japan; accord-
ing to reports, Japan will purchase 200,000 additional tons of FIC anthra-
cite during 1949, In return, Japan is shivping such items as silk, small
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eleciric motors, parts for eranes and soft ococal.

On the othor hand, US Enbassy Manila advises that the Philippive
favernmens has adonted a formal policy of limited and striotly controlled
trads betwoen the Fhilippines and Japan until such time as a peace treaty
1a ¢lgned, 1t states that the Philippine Government had been ocautiously
building up trade with Japan ~ largely Philippine dopra, hemp, coal and
some mahganese o'® in exchange for Japansase galvanized {ron sheets,
sovonty, plate glase and other reconatruction materisl « until certalnr -
unfortunate remarks by Ceneral Nooce, then US Army Chief of Civil Affairs,
orystallized Philippins publio opinion against such resumption of trade.
The Embassy believes that the Philippines still wishes to become the lead-
ing industrial nation in ths Far East dbut will continue to trade with Japan
a0 long a8 a balance of trade favorable to the Philippines continues.
However, Philippine public opinion will 1limit the extent of asuch trade.

Japanese trads propress in Siam and the FIC fit in with the pattern of
a resumption of Japanasc trade in the Far Tasts The best post-mar improve-
mont hag been made in Southeast Asian countries, However, the favorable
rasponse in Southeast Asia to Jepanese trade oan have only a short-term
bersficial effect especislly in view of the inoreasingly unstable conditions
within that area. From a long-run point of view, Japan's primary chances
for economio revival lie in the reopening of chamnels to North China,
Hanohuria, and Korea, areas now rendered imaccessible or umstable beoause
of oommunist aotion.
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JAPAN
Jananese production in Jupe_opntinues risgins curys. Japanese production  mpe

in June totalled more than fifty percent of the 1930-1934 lovel for the
second month in succession, reflecting chiefly increased coal output.

SCAP officials advisedshowever, that textile production lagged and conati-
tuted "a major dopressing element." Prices rose sharply but this was a
result of a shortage of staple foods on the official market und of the
substitution of sugar for cereals in ration and not a drastic change from
the preceding veriod of relative priec stebility. Wages continued to rise
vith rising pricess Desvite 'eeptinued deficit espending and ineressed
currency issue, some improvement in government finence was noted, Bottle-
necks in foreign trade rather than inflation are said hy SCAP officials to
constitute the major obstacle to Japenese economic recovery.

Although the slowly rising Japancse production index indicates progress
of Japan's industrial economy toward the 1930-1934 leveli, the depressed
textile production is a major disturbing elewent because primsry efforts
towards Japanese economic rehabilitation have been directed toward the
development of textile trade, However, the rate of recovery of textile
production since the end of the war has compsred favorably vith that of
other manufacturing industries in Jepan, Improvement may be expscted as
raw cotton imports inercase as a result of recent US measures., Nonetheless,
although Jupan ie moving to overcome its raw materisl shortage problems, the
over-all problem of finding merkets will constitute 2 mejor obstacle, (See
genersl artiocle - Page 2.) :

Hodification rather th vocation of SCAP purgestod labor rastrictions nge
likely. The expected attack in the FEC on the July 22 SCAP letter suggest-
ing limitution of the trade union rights of Japanese government employees

(see ORE Toekly 30 July 1948) developed at the 16 September meeting.

Soviet Ambassador Panyushkin, challenged General MacArthur'!s authority for
issuing this letter and the deflense thereof offered by SCAP's deputy Sebald

in the Allied Council for Japan (ACJ). The Soviet Ambsssador proposed an

FEC directlve requesting that SCAP revoke his Msuggestions® and the Japanese
government ordinance iesused to implement them.

In the face of a US voto in the FEC the Soviet renresentation is unlikely
to compel retraction of occupdtion policy., Soviet emdis are being served,
nevertheless, by the embarressment FEC consideration of the labor problem
glves to nowers friendly to the US. These povers, notably the UK and
Australia, follow at home princinlce regarding government employes rights
which are not consistent vith those offered in General MacArthur's letter.
Australien representative Makin read a carefully worded stetement Indicating
his government's continulng interest in the issues involved and reaffirmed
Australials desire &s expresged in the ACJ to merke a constructive contribu-
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J4PAN (Contt, )

tion torard settlsment thereof on the basis of the experience of British
Conmonrealth countries in labor rolations,

The Secretary of the Army has publicly demied the existence of any ocon-
fliot betmaen the SCAP latter and basic occunation policy., Nevertheless,
the US Govermment has indioated that it is rewiewing the interim ordinance
and will scrutinizs draft legislation for sonformancs: with oceunation objec~
tives, Hodification of the restrictions appears likely when the Diet con-
venes to renlace the Cabinet order with permanent logislation, The probable
manner in vhich the changee may be made, was indicated in Sebald's statement

to the Allied Council that the Japanese Diet "will consider and perhens adopt"

concepts of “systems relating to publie employment quite as efficient and
demooratic as that in the US,M

KOREA

Fallure of the Republic of Kores to imnlement & fall rice collection program
imoe the o tivencss of US economioc aid and threoaten the long-term

stability of the Republic, The projected US program of economic aid is
based on the -promise of effective internal controls on the Korean asconomy,
#iith South Korsa still a food deficit area and with rice the most vital item
in the economy, continuation of the successful rice collection and rationing
progrem instituted during the US occupation is essential, Failure to carry
out such a program this fall vill result in large-scale smuggling of rice to
Japan end China, hoarding and excessive profiteering, end acute food short-
ages in the cities, culminating pexs: spring in serious popular unrest and a
grave internal orisis for the government which will also be menaced by
externally-directed sabotage and aggresslon., Under such conditions, US aid
will be ineffective in checking mounting inflation and in rehabilitating
the South Korean economy, .

The failure to implement a rice collection program at an early date is
due,in part, to the governmoni's major concern vith other pressing domestie
and external politiecal problems. Nore importunt is the lack of firm leader-
ship in the Cabinet. Although influential landlords, the peasants, and
many Assemblymen oppose rice collections, the opposition is not so strong
that determined action by the President and Cabinet Tould not obtain
approval for an effective progrem, :

z Jicen 2 5 ) Dat] L oroes
see Intellipence Highlights No, 17} ie solely of pypra-
ganda significance., The move hes loag been in preperation ss a means of
boelstering the Soviet position by putting the US on the defensive in the
forthcoming UNGA discussions of the Korean problem, The Soviet High Command
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KOREA (Cont,) :

has baen stripping its forcos in North Korss sincs Msy 1948 with the result
that they now have the capability of exscubting e ¢omplote withdrawal within
30 days, Since the Eremlin has not committed itself to withdrawal before
1 January 1949, direst Soviet military control of North K4rds nded not be
relinquished during the aritical period of the URGA discussions, Moreover,
the institutional strusture of the North Xorean puppet regime assures the
maintenance of adequate Soviet covtrol following any future withdrawal of
Soviet forces, : '

L
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CEIMA

n ve js_evident. The "B"
rurrcnt Commmmiet military activity im the Tlentain~Chimhsien corridor
apposrs to B¢ & "recoonalcsmice in foree¥ with the Comaunists probing
s»eh pointe 1n Rationslist dsfenros. Insidentally the raids have already
inllicted serious darnge %o the Peiping-liukden Reilroad. Action thus far
v centered ia aroas t0 the north and socuth of Chinhsien and on both sides
o Chienpglil where the vague lipe of demarkation separating the military
cownande 9f U Tee-yi and FAN Han«chieh invites Communist attacks. Meane
wnile, Cormnisys heve steppsd up activity on the outskirts of Tsinan in
an offort teo furthar tighten the ring around the strategic Shantung cepital.
The main body of Red Genersl CHEN Yi's forces is reported halfway between
the Government stronghnlds of Nsuchouand Tsinsn, theredy placing the Com-
munists in & favorable position to move on elther city.

Zregent food stockplles ip jsolated Mukden are inadeouste. A recent  mnp®
report estimates the current stockpiles of food in Mukden sufficient to

feed only the military and industriel workers for apvroximetely one week,
¥his estimate doe¢es not include the remainder of the civilian population.
£lthough this appears a trifle extreme, the food situation in Mukden is
vary serious snd in all likelihood w:lll becoma criticsl. Contributing to
thie condition is the inadeguacy of the sirlift from intramral Chins and
the fraudulent grain dealings of WE]l li-huang's subsrdinete commenders.
(VEL, however, stande to be the scapegoat beceause he stesdfastly refuses to
ansliorate the situation by opening asn overland supply route to the port of
Yinkou). In eddition to the shortcomings of the airlift and the cupldity
of unit commanders, the prospect of a poor harvest probebly wilil make it
impossible to procure adequate foodatocks locally. The conjunctive effects
of these factors produce the very real danger that Mukden will de reduced in
time to the present status of Changchun whore several hundréds are starving
%o death each day and large nunhers are eating tree bark and grass roots,

CHIARG Kai-shek's speech ux;g;_ng__a_g__ 1l=out smeterity nrogrem follows ngw
the pettern set by the anti-corruption campaign deing conducted in Shenghei

by his eldest eon, CHIANG Ching-kuo. A4As Deputy Econcmic Supervisor in
Shanghai, young CHIANG is enforcing the new economic reforms by stern measurss
and has advacated & plan for @ socialist sconomy. The austerity program of
the Geperalissimo, combined with the plans for politicsl and social reforms
now being pushed in Nanking, would extand the Shanghei measures throughout
Vationelist China, The Generalissimo's epsech, however, wae couched in
general terms and while thers eppears to be a great deal of serious talk in
Government circles concerning reform, constructive measures have yet to be
undertaken. In the past the Goverament has mede vague gestures toward reform
but has done nothing. To implement the reforms now envisaged would mean
attacking vested interests which sre the Genereliesimo's principal means of
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support and, therefore, would indicate a aomplets sbout~face of whioh
Cuia¥G previewsly has been inocapable. The outocme of any new reforma
will depend estirely upon the measures tuken to enforce them.

Peace and meutrality sentiment grows in hationalist Chine. Recent ag®
reports of secret meetings between the Soviet Ambassador and the Chinese
Foreign Minister coupled with the information that U8 officials have
been advised of the existemos of a clique which wants to insure Chinese
mseutrality in the event of a US-USSR war via Soviet appsasement, indicates
a growing sentiment in Nationelist circlea for neutrality. The USSR
can be expected to play on this growing semtiment through covert if not
overt means, Although the peace and nevtrality sentiment in Netionalist
circles appears to be steadily inoreasing, CHIANG Kai-shek is hopeful
of continuing and inoreasing US aid, and probably will be capavle of
withstending internal pressures for peace wntli} confronted with major
military reverses or new economic and political crises. When such a
situation develops the USSR may offer its good offices as mediator in
the Chinese oivil conflict,

A more liberal Nationalist poligl seen in Binkiang. Gen. CHANG Chih~ "B"
chung, Chief of the Borthwest Headquarters, will have a better chance of
implementing his progran of reform in Sinkiang now that Gen. SUNG lsi-lien
has been removed from the poat of Sinkiang Garrison Commander. SUNG
was transferred in July end replaced by Gen. TAO Shih-yso, conourrently
Deputy Chief of Northwest Headquarters end a follower of CHANG Chih-chung.
SUNG who advocated a policy of rule Ly force, had been u major obstacle
to the implementation of CHANG's conolllatory policy toward the non-Chinese

patives of Sinkiang. Evidence of the change in Tihwa's policy comes with
the reported resignation of the Tihwa Zone Commiasiouer in protest against
"the weak-kneed policy since Gen. SUNG left,"™ and charging Gen. TAO with
failure to back security messures. .

Rail intarrupt.ton imperils Nationalist coel supply. JIhe coal supply "A"
of prinoipal Natlonalist cities is threatened vy Gommunist disruption of
rail traffic between Tangshan and Chinwangteo. Ths Kailan mines, located
near Tangshan, supply coal to an estimated 70% of Nationalist China‘s
industrieal installations. Coal) destined for Shanghai, Tsingtac, Nanking
and other important Nationalist cities to the south must be transported
by rail from Pangshan to the port of Chinwangtao, thence shipped by water
to consumption centers, More than one-third of the coal output of the
Kailen mines is shipped via this route. Since most of China's industry
is concantrated in the ShanghaieNanking area the serious consequences of
any prolonged interruption in rail trensportation from Tangshen to Chin-
huangtao cannot be over-emphasized.




Approved For Release 2005/04/26 : CIA- -01082A000100010002-7
S )

=-Bw
Rigid coomnomie enforcement holds Shanghai-Nanking marts steady. upe
FPoreign exohange and comwodity markets in the Shanghai-. :.rgnl

sontinued stable during the pest week, dus almost entirely to the rigid
econonic enforcemsnt measures of Gen. CHIANG Ching«kuo, although conditions
wore not favorabls elsewhers. Peiping reports a definito black market of
GY{7.0 t» US §), nmearly twloe the official rate, while food prices inoreased
30 to 130%X. Prices also rose in Mukden and Cunton. & competent foreign
advisor to the Central Bank has told the US Comsul Genersl in Shanghai
that (a) the ourremoy program is going very badly, (b) no serious effort
is being mmde except in Shanghai and Nanking to carry out esssential
Goverment reforms, (o) in face of mounting pressure the Government is
continuing its polioy of deficit financing, ?d) production and commerce
are coming to a stendstill, (e) present anforcement action probably can-
not contain inflationary forces longer than another month, and (f) the
inevitable break will reflect uccunulative pressure causing a f inancial
crisis worse than that of the dJuly-August period.

Gold yuan note issue. The Central Bank reports that thoe outstanding "g"
note issue on 17 September was over GY 800 million., This is equivalent
to CH $2,400 trillion compared with leass thun CN $700 trillion in sircu-
lation on 19 August,

ECA approves US $70 million for over-all China projects, ECA has bl A
provisionally approved allocation of US $36 million for replacement projects
and US J36 million for reconstruction purposes. Funds alrecady esrmarked,
including those previously amnounced, are {a) railrocade: Canton-Hankow
$5,000,000; Chekiang-Kiangsi i2,500,000; Peiping-Tientsin ¥1,500,000;

Taiwan Line $1,500,000; end (b) power systems: at Taiyuan, Kukden,
Tsingteao, Peiping, Tientsin, Chungking, Hankow, Teiwan, &nd others, totaling
US ;8.7&,&00
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Tin Tut's asesssination may foreshadow further difficulties. The
cesamsination on 19 September of U Tin Tut, Inspector-General of the
Burma Auxiliary Foree and former Foreign Hinister, whils not axpected
to alter the existing sitnation in Burma' does, however, accentuate the
general insecurity previiling throughout the country as wsll as the in-
ability of the Burmeee fovernmont to maintain law and order even in

Rangoon. There are so many posaibilities as to who is responsible for

‘his death that spaculation about who is guiity at this time would be

purely academic. i'oreover, assassination of more publis figures in the
near future is a distinct posaibility in view of the numerous political
factions which have developed. Although for sametime no Burmese politi-
cian's life will be secure, it is possible that it will be men like Tin
Tut (who was considered relatively conservative by present Burmese stand-
ards because of his close cannection with the British in the past) .~

will be the main cbjective of future liquidations. Theilr loss would de~
prive any government in Burma of the services of the few remaining Bumeae
qualified to hold responsible governmental positions.

Weanwhile, tension between Karens and Burmans, which officials in
Rangoon appear to be disregarding, is increasing, The Karen National
Union (KNU) was not given representation in the recently formed cabinet,
the composition of whieh left little doubt that the Socialists intend to
continne their attempts to run the Government, The Government has under-
taken to raise police levies, ostensibly to fight communists, but this
operation has taken on an increasingly politiesl aspect despite the cbjec-
tions of such non-party men as Tin Tut, Suprems Commander Smith Dun and
Bo Iest Ya, formerly Deputy Prime !Tinister., Available information indicates
that only Burmans are being recruited and it is believed that these lovies
wi]l amount to 8 private army of the Socialist Party to be used to main-
tain its position, The Karens are naturally resentful of this diserimina-
tion and ars apprehensive as to the mamner in which these inexperierced and
untutored levies will be used. Furthermors, there is still some agitation
to disarm the Karens which, 1f attempted, is certair to cause a great *
deal of bloodashed. Unless satisfactory agreement is reached batween Karens
and Burmans in the near future, increasingly serious incidents may occur.
Containment of communal warfare would then be impossible and any pretenses
of an overall RBurmese Government would be a farce. Although Thakin Nu
appears to be aware of the seriousness of the situation and has been con-
sistently conciliatory towards Karens and their aspirations, he has been
unwilling or unable to take appropriate action, probably as a result of
objections from his Socialist colloagues.
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INDOCHINA
Attrition of French smilil - establishment seriouns. It has been wpH
reliab o oops &' 1s to the Fremh in

Indoshina, 97,000 are indigenous troops with the ratio rising at the
rate of about 1,000 mr month. This loss of fighting power and the
deterioration squipment has resulted from well-planned and executed Viet
¥inh attasks and has led to extremely low Fremch morale, In addition,
French offisers are reported to have little confidence in either thekr
military or nolitisal lesdership., Although French troop reinforocements
are expected within a month, they inslude odly emcugh 'vo cops partisl.,
with'the anticipated inorease in Viet IMnh guerrilla aetivity. Further-
more, French officers beliave that & solution must be reached within

six months ag transpartation will then be virtually exhausted,
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